SUMMARY ANALYSIS OF AMENDED BILL

Franchise Tax Board
Author: Leach & Battin Analyst: Kristina E. North Bill Number: AB 149

Related Bills: See Prior Analysis Telephone: 845-6978 Amended Date: January 13, 2000

Attorney:  Patri ck Kusi ak Sponsor:

SUBJECT: Househol d and Dependent Care Service Refundable Credit/FTB To Report To
Legi sl ature Regarding Credit Utilization

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
X amended January 3, 2000.

X FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASAMENDED January 3, 2000, STILL APPLIES.
X OTHER - See comments below.

SUMVARY OF BI LL

For the 2000 and 2001 tax years, this bill would allow taxpayers with an adjusted
gross inconme (Ad) of $100,000, or less, an enploynent-related child and dependent
care credit equal to a specified percentage of the federal credit.

SUMVARY OF AMENDMENT

The January 13, 2000, anendrment would refund to a taxpayer any credit anmount that
exceeds the taxpayer's tax liability, thereby making this credit refundable. This
amendnment woul d require the Franchise Tax Board (FTB) to annually report to the
Legislature, to the extent data are available, on the utilization of the credit.

The | egislative and program histories, as well as current |aw discussion, in the

anal ysis dated Decenber 19, 1999, remai n unchanged. New policy and inplenentation
consi derations and a new revenue estinate presented bel ow reflect the changes in the
bill as amended January 13, 2000. The previously stated technical considerations are
restated bel ow

Pol i cy Consi deration

H storically, refundable credits (such as the state renter’s credit, the
federal Earned Income Tax Credit and the federal farmgas credit) have had
significant problens with fraud.

| mpl enent ati on Consi derati ons

The departnment has not adm nistered a refundable tax credit under the Personal
Income Tax Law (PITL) since the refundable renter’s credit was suspended in
1993. Establishing a refundable tax credit programwoul d have a significant

i npact on the departnent’s prograns and operations and require extensive
changes to fornms and systens.
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Techni cal Consi derati ons

To clarify the author's intent that the credit percentage of the federal
credit amount should be based on California AG, Anendment 1 is provided.

Under current federal |aw, applicable for years 1998 through 2001, Interna
Revenue Code Section 26 does not act to limt the availability of the
federal child care credit. Thus, paragraph (2) of subdivision (a) of
Section 17052.6 is unnecessary. Once that paragraph is renoved, subdivision
(a) would need minor nodifications to indicate that only one limtation

exi sts.

LEG SLATI VELY MANDATED REPORTS

The FTB woul d be required to annually report to the Legislature, to the extent
data are available, on the utilization of the credit. The report would include
the nunmber and filing status of taxpayers who claimthe credit; the distribution
of credit utilization by adjusted gross inconme class; the distribution of
taxpayers claimng credits for child care versus adult dependent care; and any
other information the FTB deens relevant to enable the Legislature to ascertain
utilization of this tax credit.

FI SCAL | MPACT

Departnental Costs

The addition of a refundable credit would have a major inpact on the
operations and procedures of this departnent. It is estinmated that the
costs would be over $1 million.

Tax Revenue Esti mate

Revenue | osses under the PITL are estinated to be:

AB 149, As Anended January 13, 2000
Ef fecti ve Begi nning January 1, 2000
Assuned Enactnent After June 30, 2000
(MI11ions*)

2000/ 2001 2001/ 2002
-$94 -$95

*After rounding

The follow ng table provides a distribution for tax year 2000 for taxpayers
within the specified A cl asses:

2000 Tax Year
Adj usted G oss Nunber Tot al
I nconme Cl ass of Returns Credits
(thousands) | ($ millions)

Less than $40, 000 280 -$44
40,000 to 70,000 248 -$35
70,000 to 100, 000 143 -$15
100, 000 and over - -

Tot al s 671 -$94
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BOARD

Thi s anal ysis does not consider the possible changes in enpl oynent, personal
i ncome, or gross state product that could result fromthis neasure.

Tax Revenue Di scussi on

Revenue | osses under the PITL woul d depend on the nunber of taxpayers wth
adj usted gross inconmes bel ow $100, 000 who woul d be eligible for the federa
househol d and dependent care credit.

The above estinmates were based on sinulations using the departnent’s

personal incone tax nodel. Special programm ng was done to reflect the
federal |aw and phase-out effects.

POSI TI ON

Pendi ng.



Anal yst Kristina E. North
Tel ephone # 845-6978
At t or ney Patri ck Kusiak

FRANCHI SE TAX BOARD S
PROPCSED AMENDMENTS TO AB 149
As Amended January 13, 2000
AVENDMENT 1

On page 2, line 20, after "the" and before "adjusted gross incone"
insert:

California



